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SUBJECT: RAW MATERIALS PRICE INCREASES 

1. BEGIN SUMMARY: POLISH INDUSTRY, INSULATED FROM RAW 
MATERIALS PRICE INCREASES SINCE 1971, WILL BE FACED 
WITH HIGHER COSTS AFTER JANUARY 1, 1976, WHEN THE 
PRICES OF DOMESTIC AND IMPORTED RAW MATERIALS WILL RISE 
THE AFFECTED PRODUCERS, WHO ARE IN MOST CASES 

THE INITIAL PROCESSORS OF RAW MATERIALS, WILL NOT BE 
ALLOWED TO PASS THE HIGHER COSTS ALONG TO THEIR INDUS- 
TRIAL CUSTOMERS FOR TWO YEARS. PLANS ALSO CALL FOR THE 
PROTECTION OF RETAIL PRICES FROM THESE INCREASES. 

END SUMMARY. 

2. ACCORDING TO THE ZYCIE GOSPODARCZE ARTICLE (OCTOBER 5, 
1975) IN WHICH THE NEW MEASURES WERE FIRST PUBLICLY 
DESCRIBED. AND TO KNOWLEDGEABLE POLISH ECONOMISTS, THE 
PRICE INCREASES SHOULD PRODUCE A NUMBER OF BENEFITS: 

A. THE ECONOMIC PERFORMANCE OF THE AFFECTED INDUSTRIES 
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SHOULD BE EASIER TO EVALUATE. 
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B. THE HIGHER COST TO INDUSTRY OF RAW MATERIALS SHOULD 
LEAD TO MORE EFFICIENT MATERIALS UTILIZATION. 

C. THE COST-EFFECTIVENESS OF EXPORTS WILL B EASIER TO 
ASSESS. 

D. INDUSTRIES WHICH HAVE REAPED LARGE PROFITS THROUGH 
EXPORT SALES OF PRODUCTS BASED ON ARTIFICIALLY LOW-PRICED 
IMPORTS WILL, IN EFFECT, BE FORCED TO TURN THESE SURPLUSES 
BACK TO THE NATIONAL ECONOMY THROUGH HIGHER PAYMENTS FOR 
MATERIAL IMPUTS. THIS WILL LIMIT THEIR ABILITY TO BID 

UP WAGE RATES, AS THEY HAVE DONE IN RECENT YEARS, MUCH 
TO THE CHAGRIN OF GOVERNMENT OFFICIALS SEEKING TO MINIMIZE 
INFLATIONARY PRESSURES. 

3. THE ZYCIE GOSPODARCZE ARTICLE STATES THAT PRICE IN 
CREASES ON THE FOLLOWING ITEMS WILL BE INTRODUCED 
JANUARY 1: 

A. HARD COAL, BROWN COAL, COKE: 25 PERCENT INCREASE. 

B. IRON, STEEL: AN AVERAGE INCREASE OF 15 PERCENT. 

C. BUILDING MATERIALS, INCLUDING CEMENT, LIME, BRICKS: 

AMOUNT OF INCREASE NOT STATE. 

D. WOOD, PULP, PAPER PRODUCTS: 25 PERCENT INCREASE. 

E. ZINC, LEAD: AMOUNT OF INCREASE NOT STATED. 

F. SYNTHETIC MATERIALS AND COTTON: AMOUNT OF INCREASE 
NOT STATED 

4. THE PRICE INCREASES, ACCORDING TO ZYCIE GOSPODARCZE, 

ARE BEING HELD TO A MINIMUM, INCLUDING. FOR ITEMS OF 
DOMESTIC ORIGIN, ONLY A SMALL PROFIT. THE ARTICLE 
POINTS OUT THAT THE FIXED PRICE OF COAL TO DOMESTIC 
INDUSTRIAL USERS HAS NOT COVERED EXTRACTION COSTS SINCE 
1973. THE PRICES TO POLISH INDUSTRY OF IMPORTED GOODS 
WILL ALSO RISE, BUT NOT TO WORLD MARKET LEVELS. 

5. INDUSTRIES ARE EXPECTED TO MEET THE HIGHER MATERIALS 
COSTS BY DRAWING ON ACCUMULATED EARNINGS AND BY INTRO- 
DUCING MORE EFFICIENT PRODUCTION TECHNIQUES. 

LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 03 WARSAW 07260 051032Z 

IF AFTER TWO YEARS AN INDUSTRY CAN ESTABLISH THE NEED 
FOR AN INCREASE IN THE PRICES OF ITS PRODUCTS TO OFFSET 
THE HIGHER INPUT COSTS, PRICE INCREASES MAY BE ALLOWED, 

BUT APPARENTLY ON A CASE-BY-CASE BASIS. SHOULD PARTICULAR 
INDUSTRIES BE UNABLE TO OPERATE DURING THE INTERIM PERIOD 
(1976-77) WITHOUT FINANCIAL ASSISTANCE, THEY MUST SUBMIT 
SUPPORTING DOCUMENTATION TO THE MINISTRY OF FINANCE, WHICH 
WILL DETERMINE WHAT, IF ANY, RELIEF IS TO BE GRANTED. 
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6 THE ARTICLE CAREFULLY POINTS OUT THAT MARKET PRICES, 

WHICH ARE BASED ON A VARIETY OF FACTORS.INTO ALL OF THEM 
ECONOMIC, WILL NOT BE AFFECTED BY THE NEW MEASURE. 

7. COMMENT: THE PROPOSED CHANGES ATTACK SEVERAL PROBLEMS 
WHICH HAVE TROUBLED POLISH ECONOMISTS IN RECENT 

MONTHS. ECONOMIC REFORMERS IN THE GOVERNMENT HAVE FOR SOME 
TIME BEEN FRUSTRATED BY THEIR INABILITY TO ASSESS THE 
EFFICIENCY OF ENTERPRISES WHICT OBTAIN THEIR INPUTS AT 
HEAVILY SUBSIDIZED PRICES, AND THEY HAVE BEEN DISTURBED BY THE 
TENDENCY OF MANY WOGS TO INCREASE OUTPUT AND PROFITS THROUGH 
ADDITIONS OF ARTIFICIALLY CHEAP MATERIALS AND LOW-COST 
LABOR. THE NEW PRICE SYSTEM, THEY HOPE, WILL STIMULATE 
PRODU CITI VITY THROUGH THE APPLICATION OF ECONOMIC PRESSURES, 
WITHOUT A RETURN TO CENTRAL DIRECTIVES. POLAND S MOUNTING 
TRADE DEFICIT WITH THE WEST HAS BROUGHT EXPORTS UNDER 
CLOSER SCRUTINY, AND MANY TRANSACTIONS HAVE BEEN FOUND 
UNPROFITABLE TO THE NATIONAL ECONOMY. UTILIZING SUB- 
SIDIZED INPUTS, ENTERPRISES HAVE EXPORTED INEFFICIENTLY, 

AND APPARENTLY UNPROFITABLY FOR THE ECONOMY AS A WHOLE, 
WHILE BENEFITING FROM VARIOUS EXPORT INCENTIVE PROGRAMS. 

8. SOME POLISH OFFICIALS, APPARENTLY INCLUDING PRIME 
MINISTER IAROSZEWICZ, ARE SAID TO HAVE EXPRESSED CONCERN. 

THAT THE NEW MEASURES MAY BE INFLATIONARY, BUT OUR SOURCES 
INDICATE THEY EXPECT THE PROPOSALS TO BE ADOPTED. 

9. THE POWER OF REVIEW VESTED IN THE MINISTRY OF FINANCE 
UNDER THE NEW SYSTEM SEEMS TO BE A POTENTIAL ADMINIS 
TRATIVE NIGHTMARE. AT THE SAME TIME, THE FLEXIBILITY 
WITH WHICH THIS AUTHORITY IS EXERCISED MAY DETERMINE THE 
SUCCESS OR FAILURE OF THE ENTIRE PROGRAM, AS PRESSURES 
LIMITED OFFICIAL USE 
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FOR FINANCIAL RELIEF AND FOR THE RIGHT TO PASS THROUGH 
PRICE INCREASES WILL LIKELY BUILD RAPIDLY. 

DAVIS 
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